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Abstract 
The contract of factoring is accomplished between one party whose main activity is to be the supplier of goods and 
another party who is a factor. Factoring offers the seller a number of services: it makes available to him immediate 
liquidation of his business claims and effective management and satisfaction. The law has no requirements as regards 
minimum duration of the factoring contract. As a result, it may be approved that the extent is fixed or unclear. The 
forfaiting contract, which is a way of financing exports, is a trilateral contract too. 
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1. Introduction 
The factoring contract first appeared in the USA at the end of the nineteenth century and became rapidly 
wide spread internationally (Delaume, 1967; Dresser, 1997. Fiordelisi / Molyneux, 2004). 
It was regulated in Greece in 1990 by L. 1905/1990 with the modifications it underwent (through L. 
2232/1994 and L. 2367/1995) (Velentzas, 2013:1477). 
In Greece, the institution of factoring, which was put to use in 1995, has undergone considerable 
development during the last several years. This is due to the fact that the business world has recognized the 
benefits it offers. It is anticipated that in the years to follow the institution of factoring will develop at an even 
faster pace (Velentzas, 2012:210). 
 
1.1.  The Concept and Features of the Factoring Contract 
1.1.1. The Concept 
 
The contract of factoring is concluded between one party whose main occupation is to be the supplier of 
goods or sendees and another party who is a factor, (i.e. agent) of business claims (Skalidis / Velentzas, 
2012:409; Velentzas, 2013:1478). The factor undertakes the obligation (for a fee and for the agreed period of 
time) to offer the supplier services associated with the follow up and receiving payment for one, part of, or the 
totality of claims the latter has against his clients from goods sold or services rendered to them (Art. 1, para. 1 
L. 1905/1990) (Velentzas, 2012:211). 
 
1.1.2. Features 
 
The characteristics of the factoring contract, which is a reciprocal, onerous, compound (Georgiadis, 
2000:134; Psychomanis, 1996:160, Velentzas, 2012:211) and continuous (or standing) contract (Psychomanis, 
1996:160), are the following: 
Only banks which have their headquarters in Greece and operate legally in this country may practice 
factoring. Factoring may also be practiced by corporations which have been set up precisely for this purpose 
(Art. 4, para. 1 L. 1905/1990) (Skalidis / Velentzas, 2012:412). 
For setting up those special corporations, known as factoring corporations, a special permit issued by the 
Bank of Greece is required and their capital may not be smaller than one fourth of the minimum capital 
required for setting up banking corporations. These corporations are under the supervision and control of the 
Bank of Greece (Art. 4, para. 2 L. 1905/1990). 
The factoring contract contains especially the following: 
a. the assignment to the factor on the part of the supplier of the latter’s claims against his clients; 
b. the authorization of the factor by the supplier to receive payment for the latter’s claims; 
c. the factor’s financing of the supplier by way of paying him his claims in advance; 
d. the factor’s follow up (from an accounting and legal point of view) of the supplier’s claims against the 
clients of the latter; 
e. coverage, in part or in whole, on the part of the factor of the credit risk the supplier runs (Art. 1, para. 1 
L. 1905/1990). 
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The relation created between factor and supplier is a continuous one because the claims assigned to the 
factor or the claims which the supplier authorizes the factor to collect concern both already existing claims the 
supplier has against his clients and claims to be born in the future (Georgiadis, 2000:123). 
 
1.2. Usefulness of the Factoring Contract 
 
Factoring offers the supplier a number of services: it makes available to him immediate liquidation of his 
business claims, their effective management and satisfaction, assessment of the credit worthiness of his 
current clients as well as of future ones, coverage for the credit risk the supplier takes with his clients, and 
advisory services in matters of management of the operating capital (Velentzas, 2013:1487). 
 
1.3. Types of Factoring Contracts 
 
The most important distinction of factoring contracts is the distinction between genuine and non-genuine. 
The difference between these two types is the following: 
In the genuine factoring contract the factor undertakes the risk of the debtor’s insolvency, whereas in the 
non-genuine one the risk of the debtor’s solvency remains with the supplier (Georgiadis, 2000:124; Vathis, 
1995:25; Psychomanis, 1996:47; Velentzas, 2012:211; Velentzas, 2013:1480). 
 
1.4.  The Operation of the Factoring Contract 
1.4.1.  General 
 
The factoring contract, the same as the leasing contract, is a trilateral contract (Georgiadis, 2000:26). 
 
Example: Merchant M (supplier of goods or services), who either sold merchandise or offered services to 
his clients, has claims against them for various amounts of money. In order for M to be able to receive 
payment for his claims immediately and rid himself of the preoccupation with procedural matters, the 
assessment of the credit worthiness of his clients, and the follow up of their financial standing, he concludes a 
factoring contract with bank B or with factoring corporation F. The result of this contract is that the factor (i.e. 
the bank or the factoring corporation) undertakes the task to secure payment from M’s clients, to finance the 
merchant by making payment to him of his claims in advance, and to provide several kinds of services to him. 
But this factoring contract is only binding for the clients if they have been notified in writing either by the 
factor or by the supplier himself. This means that only following such notification is the client obliged to 
fulfill his performance to the agent. Before notification, the clients are only obliged to furnish their 
performance to the supplier. 
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1.4.2.  The Relationship between the Parties 
1.4.2.1.  Relationship between factor and supplier 
 
The most important obligations for the contracting parties in the factoring contract are the following 
(Velentzas, 2012:213): 
The factor undertakes the obligations: 
a. to receive payment of the supplier’s claims from the client or clients; 
b. to finance the supplier by paying him in advance the claims he has against his clients; 
c. to carry out the services he agreed upon with the supplier, e.g. management, bookkeeping, legal follow 
up of the supplier’s claims against his clients, etc. 
The supplier on his part has the following obligations: 
a. to assign to the factor the claims mentioned in the factoring contract they concluded; 
b. to pay the factor the agreed fee; 
c. not to enter into another factoring contract with another agent regarding the same claims (Art. 3, para. 3 
L. 1905/1990). 
 
1.4.2.2. Relationship between factor and debtor-client 
 
The relation between factor and debtor-client is created only after the latter has been notified in writing 
about the factoring contract either by the factor or by the supplier. Prior to such notification, there is no 
relationship between factor and debtor-client (Velentzas, 2012:215). Following notification, the factor takes 
the place of the supplier, i.e. he becomes the creditor and from that point on payments should be made to him 
alone [In this case the provisions for assignment of a claim are applicable (Arts. 455 et seq. Greek CC)]. 
 
1.4.2.3.  Relationship between supplier and debtor-client 
 
The relation between supplier and debtor-client may be sale, contract for work, employment contract, etc. 
depending on what type of contract underlies the supplier / debtor - client relationship. 
 
1.4.3.  Duration and Expiration of the Factoring Contract 
 
The law has no provisions as regards minimum duration of the factoring contract. Consequently, it may be 
agreed that the duration is fixed or indefinite. Next, we will distinguish between termination of a factoring 
contract for a fixed term and for an indefinite period. 
 
1.4.3.1.  Factoring Contract for a Fixed Term 
 
In case a fixed time has been agreed for the factoring contract, the contract ends after the elapse of the 
fixed time period. It is possible, however, for the contract to end earlier by way of extraordinary (summary) 
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termination (Psychomanis, 1996:177, 241) initiated by either party if important cause exists. For example, for 
the factor ‘important cause’ exists if the supplier has misrepresented his true financial situation (Psychomanis, 
1996:177). 
 
1.4.3.2.  Factoring Contract for an Indefinite Period 
 
If the factoring contract is of indefinite duration, any of the contracting parties may terminate the contract 
upon notice (ordinary termination), i.e. he may upon notice cause the contract to be terminated after the elapse 
of a certain period of time (Psychomanis, 1996:177) from the time the contracting party to whom the notice is 
addressed takes cognizance of it. 
 
2. The Forfaiting Contract 
2.1.  The Concept of the Forfaiting Contract 
 
The forfaiting contract is regulated by the same law, L. 1905/1990, which regulated the factoring contract. 
This is so because factoring and forfaiting are basically aspects of one and the same institution differing only 
in their practices and the type of claims assigned to the agent to pursue (Malakos, 1990; Chrysanthis, 1991; 
Georgiadis, 2000:165; Lazaridis, 1997:101; Psychomanis, 1996:260; Velentzas, 2012:210; Velentzas, 
2013:1478). 
The contract of forfaiting was first used by Swiss banks during the Second World War. Its special feature 
is that the banks or the special factoring corporations make advance payment to the supplier of claims which 
are usually of the type of negotiable instruments (e.g. bills of exchange, checks to order) and embody export 
claims without recourse for payment against the exporter, in case the claim is not satisfied by the importer. 
For the security of the agent (forfaiter) the claims for which he makes advance payment are guaranteed by 
a bank which is credit worthy (Georgiadis, 2000:168; Psychomanis, 1996:267). 
 
2.2.  The Operation of the Forfaiting Contract 
 
The forfaiting contract, which is a way of financing exports, is also a trilateral contract. 
 
Example: Exporter E concludes a forfaiting contract whereby he sells and assigns to forfaiter F claims he 
has against importer I in the form of bills of exchange. In case forfaiter F is unable to get importer I to pay for 
these claims, he does not have recourse for payment against E and cannot demand fulfillment of the 
performance from him. 
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3.  Conclusion of the Factoring Contract 
 
The factoring contract is a formal transaction because for its valid conclusion a written document (Art. 1, 
para. 1 L. 1905/1990) is required as constitutive form. 
In practice the factoring contracts come in standardized forms, drawn by the factoring corporation. In these 
forms are mentioned the specific type of factoring contract (whether it is of the genuine or the non-genuine 
type), the fee of the factor, and the other terms of the agreement (Georgiadis, 2000:133). 
However, in order for the factoring contract to be binding for the debtor-client, the latter needs to be 
notified in writing (Art. 2, para. 2 L. 1905/1990) by the supplier or the factor (Velentzas, 2012:215). 
Consequently, only after such written notification is the debtor obliged to make payments to the factor. Before 
notification, he is obliged to make payments to the supplier (Velentzas, 2012:217). 
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